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ABSTRACT:  How  does  USDA  arrive  at  price  spread  statistics?  The  Economic  Research 
Service  is  often  asked  that  question.  This  article  is  designed  to  give  some  answers.  It 
provides  information  on  concepts,  procedures,  usefulness,  and  limitations  of  the  current 
USDA  price  spread  series  for  beef  and  pork. 

KEY  WORDS:  Farm- retail  price  spreads,  beef,  pork. 


What  Are  Price  Spreads? 

Farm-to-retail  price  spreads  for  beef  and  pork  are 
the  difference  between  the  average  retail  price  per 
pound  and  the  farm  value  of  quantities  of  live 
animals  equivalent  to  1  pound  of  retail  cuts.  Put 
another  way,  price  spreads  represent  the  total 
marketing  charges  for  processing  and  distribution 
from  farm  gate  through  retail  counter.  The  farm- 
retail  spreads  for  beef  and  pork  have  two  main 
components:  farm  to  wholesale  (or  carcass)  and 
wholesale  to  retail. 

Beef:  The  beef  spread  consists  of  the  farm-carcass 
and  the  carcass-retail  components.  The  farm-carcass 
figure  includes  approximate  charges  for  marketing 
cattle,  slaughtering,  and  transporting  the  dressed 
beef  carcass  to  the  city  where  consumed.  The  carcass- 
retail  spread,  accordingly,  includes  not  only  the  gross 
margin  for  retailing  but  also  the  charges  for  other 
intermediate  marketing  services,  such  as  breaking 
carcasses,  fabricating,  wholesaling,  and  local 
delivery  to  retail  stores. 

Pork:  The  pork  spread  is  made  up  of  the  farm- 
wholesale  spread  and  wholesale- retail  spread.  The 
farm-wholesale  spread  covers  approximate  costs  for 
marketing  and  slaughtering  hogs,  curing,  smoking, 
and  processing  pork  products,  and  shipping  them  to 
major  consumer  centers.  The  wholesale-retail  spread 
represents  local  delivery  cost,  wholesaling,  and  the 
retailer's  gross  margin. 

Why  Compute  Price  Spreads? 

For  many  years  USDA  has  been  publishing  price 
spreads  statistics  for  Choice  beef  and  pork,  along 
with  many  other  important  items  in  the  market 
basket  of  farm-produced  foods.  USDA  does  this  at  the 
direction  of  Congress,  which  wants  to  know  how  the 
consumer's  food  dollar  is  divided  between  farmers 
and  marketers. 


By  examining  price  spreads  and  theircomponents, 
economists  monitor  changes  over  time  in  the  charges 
by  marketing  firms  for  transporting,  processing,  and 
distributing  foods.  Price  spread  analysis  also  helps 
give  insight  into  how  retail  prices  respond  to  changes 
in  farm  supply  and  prices  and  changes  in  consumer 
demand. 

The  Economic  Research  Service  each  year  gets 
hundreds  of  queries  from  producers,  retailers, 
processors,  public  agencies,  and  consumers  asking 
about  price  spreads,  price  fluctuations,  and  the 
factors  behind  them.  Price  spread  data  are  often  the 
best  information  available  for  answering  these 
requests.  The  figures  are  reviewed  and  revised 
regularly  to  ensure  that  the  estimating  methods  are 
kept  up-to-date. 

But  price  spreads  don't  tell  everything.  By 
themeselves  they  do  not  show  whether  an  industry  is 
efficient  or  inefficient. .  .or  whether  the  costs  of 
marketing,  processing,  and  distribution  are 
reasonable  or  excessive.  .  .nor  do  they  measure 
profitability. 


Spread  vs.  Margin 

Are  spreads,  gross  margin  and  profit  margin  the 
same?  Many  people  use  the  terms  interchangeably 
but  there  are  differences  between  them.  Price  spreads 
are  the  difference  between  prices  or  values  at  two 
market  levels  for  a  specific  quantity  and  quality  of 
product.  Price  spreads  generally  are  larger  than  meat 
packing  and  retailing  margins  since  they  also 
include  charges  by  marketing  firms  for  other 
functions,  particularly  transportation.  Gross 
margin,  on  the  other  hand,  is  often  used  by  industry 
to  mean  the  difference  between  what  a  retailer  or 
packer  gets  for  his  product  (per  unit  sold)  and  what  he 
pays  for  it.  Gross  margin  includes  the  costs  of  labor, 
packaging,    and  overhead  as   well  as  any  profit. 
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Another  term  sometimes  used  in  industry  and 
financial  circles  is  that  of  profit  margin.  Profit 
margin  refers  to  the  difference  between  the  gross 
margin  and  costs,  and  is  usually  expressed  as  a 
percentage  of  sales  or  stockholders'  equity.  Thus, 
these   three   terms   have   different    meanings   and 


should  not  be  used  interchangeably. 

Price  spreads  reported  by  USDA  are  U.S.  averages 
whereas  gross  margins  cited  by  industry  often  apply 
to  the  operations  of  single  firms.  Price  spreads  for 
beef  and  pork  differ  from  industry  margins  in  the 
following  respects: 


USDA  Price  Spreads 

1.  Represent  U.S.  average 

2.  Choice  grade  beef  only. 

',).  Concurrent  prices  or  values  at  each  market 
level. 

4.  Cut  prices  weighted  by  carcass  proportions. 

5.  Retail  pound  equivalent  basis. 

6.  Includes  charges  between  pricing  points 

7.  Carcass  beef  prices. 

8.  Standardized  yields. 

9.  Based  on  BLS  prices,  adjusted  for  price  and 
quantity  effects  of  specialing,  using  price  data 
reported  to  ERS  by  a  sample  of  retail  food  chain 
divisions. 


Industry  Gross  Margins 

1.  Usually  represent  a  single  firm. 

2.  Includes  other  grades  as  well  as  Choice. 

3.  Time  lagged  prices  between  purchase  and  sale. 

Mix    of   cuts    sold    may    vary    from    carcass 
proportion. 

5.  May  be  stated  on  live  weight  or  carcass  weight  basis. 

6.  Includes    only    charges    for    retailing    or    meat 
packing. 

7.  Primal,  subprimal,  and  cut  prices,  as  well  as 
carcass  beef. 

8.  Cutting  test  yields. 

9.  Sales  volume  weighted  average  of  special  and 
regular  retail  prices. 


Underlying  Concepts 

Price  spreads  for  beef  and  pork  are  computed  from 
estimated  U.S.  average  retail  prices,  which  include 
an  allowance  for  the  effect  of  sales  at  special  prices. 
Composite  retail  prices  are  calculated  from  retail 
prices  collected  by  the  Bureau  of  Labor  Statistics 
(BLS)  and  from  data  obtained  from  a  weekly  retail 
meat  price  survey  of  40  chain  store  divisions 
throughout  the  United  States.  BLS  prices  for  six 
major  cuts  of  Choice  beef  and  hamburger  and  five 
cuts  of  pork  and  sausage  are  collected  from  a 
representative  sample  of  stores  in  56  U.S.  cities.  Price 
information  provided  by  the  chain  store  survey  is 
used  for  obtaining  a  composite  value  of  all  the  cuts  in 
a  Choice  beef  carcass  or  a  hog  carcass,  and  to  adjust 
BLS  prices  to  reflect  the  effect  of  price  specials 
(including  the  effect  of  increased  sales  at  special 
prices).  The  chain  store  data  are  also  used  to  adjust 
BLS  prices  to  an  average  price  for  the  month. 

A  study  is  now  underway  to  check  the  adequacy  of 
procedures  and  coefficients  used  to  reflect  the  effect  of 
specials  and,  if  possible,  to  improve  these  procedures. 
The  full  cooperation  of  retailers  is  needed  and  has 
been  requested  for  this  research. 


The  farm  value  is  an  estimate  of  the  payment 
received  by  the  farmer  for  a  pound  of  beef  or  pork  sold 
at  retail.  Part  of  the  farmers  return  (gross  farm 
value)  from  the  quantity  of  live  animal  equivalent  to 
a  pound  of  retail  beef  or  pork  cuts  arises  from  the 
value  of  byproducts  derived  from  slaughtering  the 
animal.  To  obtain  a  farm  value  comparable  to  the 
retail  price,  the  value  of  the  byproducts  is  estimated 
and  subtracted  from  the  gross  farm  value. 

The  carcass  value  of  Choice  beef  used  in  the  price 
spread  series  is  an  estimate  in  terms  of  wholesale 
prices  of  the  quantity  of  carcass  beef  equivalent  to  1 
retail  pound.  In  the  case  of  pork  the  term  wholesale 
value  is  used  instead  of  carcass  value.  It  is  an 
estimate  of  the  value  of  wholesale  pork  cuts 
equivalent  to  a  retail  pound. 

Dressing  and  cutting  conversion  factoi's  are  based 
upon  typical  market  weights  and  yields  for  pork  and 
Choice  beef  at  all  market  levels.  Government  grades 
for  dressed  pork  are  available  but  not  widely  used. 

Most  beef  sold  is  Choice  grade  so  price  spreads  are 
computed  for  Choice  beef  only.  Nevertheless.  Choice 
grade  cattle  have  different  degrees  of  finish.  The 
larger  proportions  of  heavy  cattle  and  hogs  market  ed 
in  the  first  half  of  1974,  which  tended  to  have  lower 
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average  yields,  may  not  have  been  fully  reflected  in 
USDA  price  spreads.  Moreover,  good  grade  and  calf 
"beef"  sales  have  increased  during  the  past  year  and 
have  been  priced  lower  at  retail  than  Choicebeef.The 
recent  increase  in  non-Choice  beef  basically  is  a 
result  of  high  feed  grain  prices  and  changed  price 
relationships  between  fed  cattle  prices  and  feeder 
cattle  prices.  It  may  be  a  short  term  phenomenon. 
Whether  this  will  continue  will  depend  on  consumer 
acceptance,  and  to  some  extent,  on  grade  changes  as 
well  as  feed  grain  prices.  In  any  event,  movements  in 
spreads  for  Choice  beef  and  other  grades  should  be 
similar  inasmuch  as  handling  costs  would  changeby 
like  proportions. 

Time  elapses  between  the  time  when  a  farmer  sells 
an  animal  and  the  eventual  sale  of  meat  from  the 
animal  to  the  consumer.  But,  the  physical  time 
required  to  move  meat  through  the  marketing  system 
may  differ  from  the  time  normally  required  for  a 
change  in  prices  at  one  market  level  to  be  reflected  at 
another.  Farm  and  carcass  price  changes  usually 
occur  during  the  same  week.  Retailers  tend  to  set 
prices  at  the  end  of  the  week  prior  to  the  week  meat  is 
sold.  USDA  price  spreads  are  based  on  concurrent 
farm  and  retail  prices. 

It  may  be  contended  that  the  retail  price  should  be 
compared  with  the  farm  value  for  an  earlier  period. 
Such  lagging  is  difficult  because  the  timespan  varies 
widely.  The  lag  from  the  time  livestock  leave  the  farm 
until  the  consumer  purchases  the  meat  at  retail  is 
about  1  to  2  weeks  for  beef,  and  from  2  to  4  weeks  for 
pork  products,  dependingon  whether  the  pork  isfresh 
or  processed.  The  problems  are  further  compounded 
by  geographic  differences  in  time  lags.  However, 
much  of  the  lag  effect  cancels  out,  particularly  in 
quarterly  averages  which  are  more  appropriate  for 
analyzing  movements  in  price  spreads  than  monthly 
data. 

An  outline  of  prices,  procedures,  data  sources  and 
conversion  factors  used  to  compute  price  spreads  for 
beef  and  pork  follows: 


2.  Carcass  value 

a.  Prices    of    600-700    pound    Choice    steer 
carcass  (beginning  January  1975  yield  grade 
3).  Chicago  and  West  coast  prices  adjusted 
to  estimate  U.S.  average. 

b.  Adjusted  to  retail  basis  (1.41  lbs.  carcass 
beef  =  1  lb.  retail  cuts) 

3.  Gross  farm  value 

a.  7-markets  combined  price  Choice  steers,  all 
weights,  monthly  average  (Cattle  on  Feed, 
SRS). 

b.  California  price,  Choice  steers,  900-1100 
lbs.,  (Livestock  Market  News,  AMS). 

c.  Weighted  average  for  Choice  steers 
0.85  to  7-market  price  summary 
0.15  to  California  prices 

d.  Weighted  average  price  minus  estimated 
assembly  costs  and  selling  charges  times 
2.28  (pounds  equivalent  to  one  pound  of 
beef  sold  at  retail). 

4.  Byproduct  value  at  farm  level 

Percent  of  total  wholesale  value  of  all  beef 
including  byproducts  represented  by  the 
byproducts  times  the  gross  farm  value. 

5.  Net  farm  value 

Gross  farm  value  minus  estimated  farm  value 
of  byproducts. 

Pork:    1.   Retail  price  composite 

a.  BLS  retail  prices  for  selected  cuts  for  the 
first  week  of  each  month. 


Prices  and  Conversion  Factors  Used  in 
Computing  Spreads 


Beef:    1.   Retail  price  composite 


b.  Prices  of  all  cuts  reported  to  ERS  weekly 
by  40  retail  chain  divisions  to  adjust  for 
price  specialing,  to  compute  an  average  for 
all  cuts,  and  to  estimate  a  monthly  average 
retail  price. 


a.  BLS  retail  prices  for  selected  cuts  for  the 
first  week  of  each  month. 

b.  Prices  for  all  cuts  reported  to  ERS  weekly 
by  40  retail  chain  divisions  to  adjust  for 
price  specialing,  to  compute  an  average  of 
all  cuts,  and  to  estimate  a  monthly  average 
retail  price. 


2.  Wholesale  value 

a.  Wholesale  prices  for  major  and  minor  pork 
products.  Chicago  carlot  prices  adjusted  to 
estimate  U.S.  average. 

b.  Adjusted  to  retail  basis  (1.07  lbs.  of 
wholesale  pork  cuts  =  1  lb.  retail  cuts). 
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3.  Gross  farm  value.  7-markets  combined  price  for 

barrows  and  gilts  minus  marketing  cost 
times  1.97  (pounds  of  live  hog  equivalent 
to  one  pound  of  pork  sold  at  retail). 

4.  Byproduct  value  at  farm  level.  Percent  of  total 

wholesale  value  of  all  pork  including 
byproducts  represented  by  the  byproducts 
times  the  gross  farm  value. 

5.  Net    farm    value.    Gross    farm    value    minus 

estimated  farm  value  of  byproducts. 

Have  Spreads  Widened? 

Farm-retail  spreads  for  the  beef  and  pork  have 
widened  substantially  since  price  ceilings  were  lifted. 
The  annual  average  increase  from  1973  to  1974  was 
about  7  cents  per  retail  pound  for  beef  and  9  cents  per 
pound  for  pork.  This  increase  was  considerably 
greater  than  the  average  annual  increase  over  the 
previous  10  years.  Most  of  the  increase  in  pork  spread 
has  been  in  the  wholesale-retail  component,  while 
both  components  of  the  spread  for  Choice  beef  have 
widened.  Increases  in  price  spreads  have 
accompanied  increases  in  costs  of  labor  and  other 
marketing  services  (figures  1  and  2). 

Spreads  change  when  livestock  prices  (converted  to 
values)  and  retail  meat  prices  change  by  different 
proportions.  Price  spreads  tend  to  widen  over  time  as 
costs  increase  for  shipping,  processing,  and  retailing 
meats.  In  the  short  run,  spreads  generally  widen 
when  livestock  prices  fall  and  they  narrow  when 
livestock  prices  rise,  because  retail  prices  adjust  more 
slowly.  Spreads  also  change  over  time  as  the  demand 
for  marketing  service  changes. 

Contributing  to  abruptly  higher  farm-retail 
spreads  for  beef  and  pork  during  the  past  year  and  a 
half  were  increases  in  labor  and  other  costs  to 
packers,  processors,  and  retailers  that  could  not  be 


passed  through  until  price  ceilings  were  lifted. 
Economic  conditions  since  the  fall  of  1973  have 
permitted  packers  and  retailers  to  widen  spreads 
which  were  held  down  by  price  controls. 

The  carcass-retail  spread  for  beef  fluctuated 
around  23  cents  per  retail  pound  between  1965  and 
19§8.  It  increased  sharply  in  1969  to  a  higher  plateau 
of  about  28  cents,  reflecting  rising  marketing  costs.  It 
averaged  34  cents  in  1972  and  for  1974  averaged  41 
cents. 

The  annual  average  farm-carcass  spread  for  beef 
fluctuated  narrowly  between  6  and  7  cents  per  retail 
pound  from  1965  until  1971  when  it  averaged  7.9 
cents.  Following  the  lifting  of  the  price  ceiling  in 
September  1973  it  jumped  to  11  cents  and  remained  at 
that  level  throughout  1974. 

The  wholesale-retail  spread  for  pork  increased 
about  9  cents  per  retail  pound  between  1965  and  1973. 
Sharp  increases  in  1966,  1970,  and  again  in  1973 
accounted  for  nearly  all  the  rise.  Since  the  last 
quarter  of  1973,  the  spread  has  been  nearly  double  the 
level  of  1965-69. 

Between  1965  and  1971,  the  farm-wholesale  spread 
for  pork  increased  about  4  cents  per  retail  pound  but 
has  since  narrowed. 

Where  Can  Spread  Data  Be  Obtained? 

Current  information  on  price  spreads  for  many 
foods  is  published  quarterly  in  the  Marketing  and 
Transportation  Situation  and  for  selected  foods, 
including  beef  and  pork,  each  month  in  PriceSpreads 
for  Farm  Foods,  a  two-page  supplement  to  the 
Marketing  and  Transportation  Situation.  Historical 
data,  analysis,  and  methodology  are  included  in 
Farm-Retail  Spreads  for  Food  Products,  U.S. 
Department  of  Agriculture  Misc.  Report  No.  741, 
January  1972.  These  publications  can  be  obtained 
free  by  writing  to  the  Economic  Research  Service, 
U.S.  Departmentof  Agriculture,  500  12th  Street, S.W., 
Washington,  D.C.  20250. 


MTS-196,  FEBRUARY  1975      31 


PRICE  SPREADS  FOR  BEEF 


«  PER  RETAIL  LB. 


20 


CARCASS-RETAIL  SPREAD 


: 


1 — — — — r^  H 

FARM-CARCASS  SPREAD - 


FARM-CARCASS  SPREAD-  j 


.I. 


1965       '67         '69         71         73         75 

*   C--    C-i5  zCr  :E~-;LING,  FABRICATING,  WHOLESALING,  AND  IN    CITY  TRANSPORTATION. 
O  CHARGES  FOR  CATTLE  MARKETING,  SLAUGHTERING,  AND  TRANSPORTATION. 

NEG.  ERS962-7S  12) 


Figure    1 


PRICE  SPREADS  FOR  PORK 
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